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--IN 1862 the American econemy
achieved new records in sales, predue-
tion, employment, and income as it
continued to recover from the recession
of 1980—early 1961. 'The trend was
upward throughout eéhe year though.
thers was a slowing down in the rate of
sdvance in the mecond half. Parsonal
income renched its high point in
Decembar at 8 sessonally adjusted
apnual rate of $450% billion, up 324
billion from November, and $20 billion
- or 4% percent over December 1961,
Most of this was a gaih in rea] ncome.

The gross national produet last year

sdwanesd to $554 hillion, an nerense af
$35 billion or almost T percent over the
previous year. This rike in ouiput
resulted in & record flow of income to
consnmers and reflected new pealke in
consumption and government expendi.
tares. '
- With, the labor fores, the siock of
capital, and productivity continuing to
rise, ithe Nation's enlarged ability to
produce was n key factor in helding
down the rise in overall prices, in the
face of the sizable increase In demand
that ocourred. About $23 billion of the
345 billion GNP rise represenied an in-
crease in physical volume—a galn of 54
pexcent over 1961, The 1K percent
GNP price rise weas about the same aa
tho overall prica advance that hoed taken
place in the previous 3 years.

Drespite these gring & number of the
problems thut have charactenized tha
ecOnomy in recent years remained.
While increased employment opporiuni-
ties brought about s reduction in the
yolume of unemployment, the number
of persons out of work in relation to the
-labor- foree remained well abova the
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a;raruga for the postwar period. Al

though there was an improvement in the
belance of payments deficit, a zizable
exeess of payments over raaeapt-s per-
sisted. Private domestic investment,
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moreover, continued below the volumer-
necesssry for a vigorous expension of)
the economy- el
Increases in all markets . .

Sales to all major markets—con-
sumers, business, government, nnd
foraign—increased over 19861, with
copsumers and gavernment showing
the largest dollar increases over the.
previous vear. Ae 8 stimuiys 6o . the:
ezonomic advanes in 1962 the rise in
govarmment expenditores wae of prime
importence, in view of the moderade
gaing shown o private investment,
which presented o smnew]mt. m_ixm’q
picture.

Tt was a good year for maldenbml
ponstruction but business . plant _t_l_nd
equipmens, althougk wp from 1961,
continued low in relation to GNE.
Becnyse of this the Federal Govern-
ment undertook 8 number of measures
during the yeor simed ab stimylating
this important segment of demand.
Exports rose to a peak lasé year but
imports incressed more, s¢ that the
net merchandize balance was |ower
than in 1981. Finally, perscoal con-
symption expenditures moved ahend
under the infuence of rising dmpnsahle
income, contimued growth in services,
and a sharp rise in automobile &xpend-
uras over the pravious Year,

Large rise from 1961 low point "

Measured from the low point of the
previons racession, early 1961 Ehe
eyelical advanse in economic activity
i 1951 and 1962 hss hesn of subatan-
By the fourth quarter
of 1962 the (GNF had increased by $61
billion or 12 percent. Parsonal ineome

. i
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was up by $47 billicn, nonfarm employ-
ment by 2 million persons, and industrial
production by approzimately one-sixth.

Gains within the year were less
than in 1941, when there were sha;rper
advahces characteristic of

influencing steel buying in particular,
at first atimulated but subsequently

depressed ouiput and income, while
automobile purchases moved erratically
upward over the ysar, being unusually
ptroniy in the fowrth gusrter when the
new 1963 models made their appenrnne.
Throughout - the petiod* governmsnt
buying waz a steadily increasing source
of demand.

Inecome ai peak:

© With produetion of goods and serv-
ices 9t a now high in 1962, the flow of
income aiso raached arecord. Personal
income totaled $440 billion, s gein of
524 billion ower 1981. All types of
income were np over the year with
wapes and salaries accounting for $17
hillion of the rise, Government pay-
rolls expanded by soma $¢ hillion while
the reznginder was divided about equally
batween commodity-produsing and
other private industries. Transfer pay-
ments also bolstered the flow of buying
power. Although social aecunty nndg
other benefita continued to rise, the
reduction in unemployment brought
about a declipe in unemployment
benefit payments, 80 thot the advance
in total trepsfers in 1962 was smallar
than in the previous year.

The Bow of Inbor income within the
yanr brings into elear focus the slewing
down in the rate of the produetion
advanes. From Decombar 1861 &0
June 1962, wage and salary disburse-
ments incressed by $8X billion at &
seasonnlly adjusted sxnual rate. From
June to Decamber, by way of contrast,
wages and salaries increased by lese
than %4 hillion, and of this sorount,
$2 hillion represented sn increase i
government payrolls.

Prafits ot a new high but under
. pressure :
- Clorporate profita alter taxes ress by
827 billion over 1981 to resch a reeord
total of %26 billion. Ths course of
profits within the year, however, was

A m:tml_.
TECOVErY pmqo@, and somewhat. ir-:
regular. Businass mwntorj' polizy,””
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in marked contrast with the year .

before, which band seen increases in
successive quarters, as output moved
sharply up from the eatlier eyclicsl low.
During 1062 there weas essentially oo
chapge in' profits 'from .thé. fourth’
quarter 1961 rate, as buamm grosa
argins were undu preasura from the
keen - competition that charasterized
most markets. Tnder the cireum-
stances the modernte producticn geins
diring the year swere apparemtly not
large snough to offeet the increases in
such cost items a= depreciation and
taxes, which have been chowing o
sacular rise thiough the postwar pmud

Emplﬁgrmmt up, urwmploymmt

H_lgher output broaght emplurmant.
io & new high last year and an improve-
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ment in the wnemployment situation.
The expansion of the civilian labor force
was swaller than usuwal. It reee by
shout 400,000 to u tobal of almost 72
million while employment sdvenced
.1t million and -unemployment fell by
§00,000 - from 1961, Houra of work
were up for the yeat as a whols, but
the increase in manhours was Jess than
the output advance, mmplyinhg & con-
siderable inorense in productivity.

Ag with most measures of sconomic
activity, amployment gains aftar mid-
year wers guite small.  Sessonally
adjusted employment in nonfarm estab-
lishments ross by aboui 60,000 from.
Jupe to Dacerpber, after having risen.

" by 1 million in the preceding 6 months;

almost all of the second half employ-
ment gain was in gnvarnmenh and
Gervicas,

The unemployment rete for the year
15 & whole avernged 5.8 percent of the
civilian labor force, as against 6.7

- pareemt the year befere. Unemploy-.

ment showed most of itz improvement
in the current recovery from the laie
fall of 1961 $0 the middle of last veoar
but changed little thereafter.

Financing wos easier

Monstary suthoritios maintnined an
adequatz volume of bank reserves
doring most of tha year to facilitals the
growth in bank credit and tbers was
only & small rize in short-term interest
rates, part of which was dictated by
Lalance of payments considerations.
With the supply of long-term fands
more than ample for the modest in-
creases in business fixed iovestment,
consumer durables, and home purchases,
there was a slight downward movement
in lonp-term interest rates over the
year.

The break in the stock merket was
gharp and disconcerting, but it did not
result in prolonged major repercus-
gions on business activity. At the low
point of the market decline in June,
following the break in May, stock prices
were 25 percent below the high reached
i late 1961, The recovery Jate in the
sear brought yearend gquotations to
within 15 percent of the sarlier pesk. -

Bolance of payments deficit reduced

.. Last year the halonce of payments

deficit was reducsd i¢ spproximately
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$2 billion from %$2X billion. the year

and services was actunlly somewhsat
lese than in 1981. Although exporis

mse t0 & new Ligh, the incremse in -
imports occssioned by the riss. in.

domestic output was larger than the

export rise.
There were & number of factors thab
served to offset the less favorable trend

Benvmrmmont Purchosos Have Besn in
Forefronl of the 1962 Damand Advanca:
Milon ¥ {rogia sqale)
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in the baleoce on-goods and. services.
Thess inoluded (1) a smaller outflow
than in 1961 in TU.3. private capital.
¥hile shere was some incresase in do-
mestic purcheses of foreign securities,
U.8. direct investments abroad were

off somewhat and there was a sharp

¢ drop in the cutflow of privata short-

! term capital. (2) There were sizable

advance repeyments on postwar credite

and {3} some reduction in net milita.rjr
ontlays abroad.

© 118, gold stock declined .ebout $0.0

hillion for the yeer zs » whels, aboui.

the sawme 2 in 1951 but lese than the

heavy outfow that accurred in 1960.
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.. ¥Yeurend position
before. The favorshle balancaon goods

.&tthaclusaoftﬁeymthanvemﬂ

‘darrmnd for the Nation'z output con-

tinued to move up. Om balance the

ingreagd was nof sufficient to’take up
g1l of $he dlack in"the lakor forcs and -

plant capacity.
The Tecord fow of ineome was pro-

- viding the basis for e peak voluime of

sonanmption expenditures.. December-

auto =ales were pood—560,000 units—

bringing the total-for the fourth quarter
to 1,845,000 or roughly 7 million units

‘ont s seasonally adjusted annnal basis;

thiz was the best sales rate since the
final quarter of 1955, Moreover, laie
in the year cOUsSuINers were ma.kmg

" freer uae of credit for sutos and other

purchases than they had at any time
gines 1959,

(Government porchases of goods and
services were on the rise and were ex-
pected to move up still further in the
months aheed. On the basis of the
President's Budget Message in Janusry,
Federal expenditures in fiscal 1964 were
expected to excead those of fipcs] 1063
laxgely as a result of rising defenss ax-
penditures. Furthermore, outlays by
State and lecal governmenta were con-
tinming to move zhead in Bng with their
long-term postwar riss.

Aeccording to the survey reported in
Decamber businessmen were planving
to make 4 small reduction in thair plant
and equipment expenditures early in
1063, after o f-guarter rise that lavelad
off in the second half of 1962, Tha
glow growth of output after the middla
of the yeur, the leveling in aggregate
profits and shrinking margins through-
oui 1962, and the persistence of excens
capacity apparently have oifset the
effenta of increasing replacement re-
quiranents and the ¢ontinuing need by
bueiness t¢ cut its operating costa
through plent moderization.

In this connection s favorable facior
is the mcentive to investment currently
being provided by the investment eredit.
legisiation of last September and the
liberalized depreciation regulations of
last July. Tha effects of both of thess
may be expected o be incrensingly felt
us the year progresses,

Hausing expenditures were ehowing a
eomewhat erratic course. They fall
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more - than: ﬂamnaﬂy in the fourth
qunrber, after rising in the spring and
'summer, but were expected to pick up
again this winter, after seasonsal ad-
-justment. The ezpscied near-tarm
-pickup -reflecta ap hoprovement in
housing starts in October and Novem-
ber, with apartment houss construction
especially stwongz. Ample supplise of
evedit for builders and home purchasers,
soine reduction In inteveat Tates, the
advancs in ineomes—all against & back-
ground of rising family formation—were
favorable factors in the current housing
Ppicture.

Businesamen continued to be cantious
with respest to their inventory policy,
even though stocks sppeared low by
most postwar stendards, Manufaoe.
turers, for example, hald a lower velurpa

1942 Invesimeat Was Hightr Then in 1961 -
but Merved Bownword Due to Radyad
rvenbory Ascumvloiion
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of sieel thap they did the year befors,:
when the steel consumpiien rabe was:
lower. Retaill stocks of aubtos were:
quita low p2 a rezult of the high rate-ol
seles in the fourth quarter, and could:
be expested’ to rise somewhat in thgr
mm:md:atra periad. - ) C Lk



National Income and Product in

Moderate Expansion Rollows Initial Cyclical Recovery -

1962

Bome of the 192 drta on the national Rocounta presented in thin iesus rre
perliminary, The mors complate sot of tables with revised figurss will appear
a3 uwsual in tha Februsry issue of the SoxvE?.

F(}R the year 1902 gross national prod-

wct sgeregated $564 billion, as com-

pared with #5619 ballien for cnlendnr
1061, The vear-lo-year Imn¢rensa in real
output—eabont 5% percent—represented
& marked improvement over the gams
athieved in the preceding 2 years, It
was, however, short of the 8 aud 7 per-
cent gains for 1955 and 19566, respee-
tively, when business was Tetovering
from eyohical declines considershly more
severs than the 1860-81 racession.

Paralleling the rise in gross national
product, nationsl ineoma rosa from $428
billion to & new high of $458 bhillion.
Corporate profits, reflecting recovery
from the cyclically low 1981 figure of
$45% billion, Tose 12 perceni to an
eztimated total of $51 biltion, sub-
stentially exceeding the previous high
of $47 hilliom reporied for 1250. Com-
penzation of employees rase by 6% per-
eeni; with the exception of farm income,
which was little changed from 1961,
other forms of incoma showed modest
finprovement in 1982. Personal in-
poma was up slmost 6 percent for the
year 23 a whole, though the rate of in-
creuse slowed considerably duriog the
latter half of 1862,

The GNP trend within the year was
upward, but at an irreguler pace. The
%7 billion ioeresse for the fourth querter,
at an spnual Teie, followed s modest
rize of 33 billion in the preceding quar-
ter, and baought the yesrend rate io
$562 billion, This was nearly $25 bil-
Tiou, or 4% percent, higher than in the
final 1961 quarter and over $50 billion,
or 12 percant, bigher than v the open-
ing quarter of that year, when generul
business activity was at o cyclical low

£, -

point. As prices have heer relatively
stable over the past 2 years, most of
the receat increpses heve represented
advances in real terms: real output of
goods and services in the fourth quar-
ter was 3 percent aboye a year ago and
10 percent above the firsi quarter of
1961.

GMNP—CHANGES IN MAJOR COMPCNENTS,
195162
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Aetivity through the yeor—some
highlights :
The year steried off againat a back-
ground of swift recovery in 1041, which
included an unususlly large spurt in
fourth gquarier sales and profita.  Thia
tavorable experience gave rigs to ex-
pectutions in the earty part of 1862 that
the sdvance in the snsuingr 12 imonths
might be about as Inrge as the Fear
bafore. The sctual first quarter per-
formence, however, brought lesser gaing
than the fourth quarter.  Houosing outlays,
which had inerenced sharply lote in 1961,
fell, dursble goods consupaption ex-
pepditures changed littls, and plant
and equipment expenditires ross only
glightly. It was during this gquarter
thet inventory scommulation reached
ita pealk, ag steel producers, disiributors,
and steal consumers of all types stock-
piled steel in anticipation of & stiike at
the beginning of the spring quarier.

The second guarter witnessed & aiz-
wble ndvance in final sales &8 anto and
housing expenditurss hoth improved
over therr winter perfermonce. FPro-
duction ross less than sales, however.
Inventory accumplation was consider-
ably less than in the early part of the
venr ns stéel users cut buck shorply
their purchaace of stael with the signing
of the stesl wage contract in March,
eanging a charp reduction in steel
outpt,

It was toward the end of the spring
quarter that alowing down in the tempo
of the advance became most noticeable,
The stock rmmarket, which had besn
declinipg since the end of 1961, under-
went A very sharp reduction at the end



Japmary 1563

of May and continued $o fall through
most of June. Most bnsinass indicators
turned distnetly lower during June zs
ap initial resction to.the uncertainty
thai followed the market dedivre, The
next few months witnessed -a rebowmnd
in activity but the gam in finsl sales
was of modest dimensions and waz of-
set; in part by a further dacline in the
rate of inventory sccumulation.

. 'The fina} quarter of tha year witnes.
sed » further rise in activity, with GNP
registering & somewhat larger advance
than i» the previons gquarter. Of
particular significance was the sharp
pickup in aute ssles. Guovernment
outlays were still oo the riss. The
Cluban crisis, in Pate OQetober, il any-
thing, had & firming effect on govern-
ment defensze outlays. On ihe other
hand, private investmment was nob
showing much strength—as plant and
equipmeant outlays appeared to bave
leveled out. The dedline in inventory
invesiment seemed to have elowed
comsidernbly, with the eliminséion of
ihe excessive stesl stovls that had besn
built wp during the spring, but business
inventory policy sfill remained com-~
earrative,

Sharper Rise in Consuamer
Spending

Clonsumer spending in 1962 was
about in line with the increase in
income. Disposable income—income
after tax svailable for spending or
saving—was up by $1% bllion, or 5
percent, o $3382% bhillion. Virtusly
all of this additionsl income was
spent by congumers—the total of per-
aonal consummption expenditures rose
by $18% bilion to 23564 billion in
1862, a 5% percent Increass. With
tonsumer prices averaging bub shout 1
parcent higher than in 1961, consump-
tion was 4% percent higher in rest
terms. In 1061 the rise had come to
sbout balf of thiz emount.

Contributing heavily te 18823 betier
showing was s $4 billion increass in
tonmpmer spending for durable goods,
mainly autos, which in 1061 had de-
dived by over $1 billion, Spending for
nondurnble poods rose by $6% billion
in 1962, shout $3 billion more than the
incresse in .the prior year, - Servica

SURVEY OF CURRENT BUSINESS

expenditures continued their steady
postwar sxpansion with an 8 billion
inereans, only w little Toore than the
196061 :vize,

PRODUCTION OF ALL TYPES
Wos Highor in 7962 That in 1961 . . .
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Except for some slowing in spending
in the third quarter of 1962, associated
with inadequate dealsr inventories af
pew cuis rather than with a fsll-off of
dernand, consumer prehases axpanded
at a steady rate throughout the year,
and the cuarterly increases were in the
$3-%5 hillion range at seasonally ad-
justed annuwal rates,

Auto sales: A big year

Automobiles were a standout in the
sales pietnre last year. For the year
£5 o whols, eonsnmers expenditures for
n&W CATS B0 BCeas80TIes wWere up by $3
billion to a 320 hillim total. Sales
improved comgiderably im tha elosing

B

querter of 1961 with the introduction of
the 1962 models, and the high rata of
sales woas mainiained with some quar-
terly variation during the remainder of
tha 19682 model run, which extendad
through August of 1962. There was a
perceptible pickup in sales volume whan
the 1963 madels sppearad in quantity
st dealers’ show rooms late in Septem-
ber, and fourth quarter sales ross o
new highs glthough the trend within the
quarter was slighily downward.

Abogt 6.8 million domestically pro-
duced cars were sold in 1962, over 20
percent abova the 5.6 million sold in the
prior year. Forty percent of the cars
z0ld last year represented compeets or
intermediates, compared with 36 psr-
cant in 1961, As the year closed,
deelers’ new car inventories asmouniod
1o =lightly owver 300,000 cars, ahout the
same as at the end of 1981, hut sales
wers ruaning about 10 percent abowve
1961 yearcad Levels.

Expenditures for furniture and howse-
hold appliances alzo meved up in
1962, but the yoar-fo-year gain was
amoll—3 percent—as compared with
other expendittre categories, Mora
impressira were the facts that by peay-
€nd the gain from the first quartsr of
1961 bad enmaulated {6 11 perecnt, and
that, aftar a poor showing in the first
half, outlays in thiz aresa rose sherply
in the third end fourth quarters of
1962,

|

Nendurable expenditures up with
consuUmMer incomes

Consumer outlays for nondersble
goods continued to parallel the rising
trend In consumer incomes 23 they
oormally do. Expeanditares wers up
4% percent for the year as a whole, with
little divergence avong the individual
categories. The rate of incresse waa
particularly high in the first quarter of
the year and, appavently, rather Jow in’
the fourth quarter when autemabile
siles were proceeding ab a wery high
rata.

Investment Trends

For the year as a whole, gross privats
demestic investment at $76 billion waa
10 percent higher than in 19681, Despite
the faet thet on & year-to-year com- -
parison, inveatment cutpaced totol cut-
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pu, it noné-thelaﬁ aonounted for_leaa
than 14 percent of the total in 1862 a5
compared with 15 percent in 1969 and
wver 18 percent in 1955, Moreover, all
of tha 1961-62 rise in Investrnent ax-
penditures was achieved by the end of
1961. In only one guarter of last year
(ths second) did investment axceed
that of the closing quarter of 1981, and
then by only o small margin.

Inmmory pleture mizved .

Mthough business investment in in-
vemtories in 1962 did not differ much
from 1961, the guarterly movement lask
year was almost the reverse of the 1061
pottern, The first quarter of 1081 was
one of fairly heavy liguidation of stocks
and their subsequent rebuildi
powerfu} stimulus to expansion in over-
all output during the belanes of ihe
year. In 1062, on the other hand, over
half the total accumulation occurrad in
the opening quarter. In subsequent
ql_mrt-ars business progressively reduced
ita rate of scoumulation until by the
yearend little er no net stock building

SDRVEY OF CUORRENT BUSINESS

waz poing on. Thus from the first
quarter of 4961 4o the seme quarter of
1862, chenges in inventory investment
added 510 billon to the rise in overall
output, bat in the snsuing three guar-
ters lower inveniory investment cut
output hy almost.#8 billion st an annusl
rate, :
The threat of & stesl strike exerted
an important effach npon the inventory
movement during the year. In the first
quarter, durable goods manufacturexs
sharply incressed their inventory build-
g t0 a rate unequaled sinece the gquar-
ter following the seitlement of the 1950
steal pirike. This more than offset a
shift from accumulation to ligquidation
in retail trade outlasts.

* In the second querter, durable goods
manufacturers greatly reduced their
rate of ascumulation, more than epough
to offset modest increnses elsewhers in
the sconemy. The continued decline
in the rate of inventory accumulation
during the resi of the year was more
genersl in charaster, By the yeer’s
end, imventories were generally low
relative to the volume of activity, par-
ticularly in the durable goods industries.

Risa in business fived investment
- alows - -
. Buginess expenditures for fized inwost-

ment during 1962 were 0 percent higher
than in the preceding year. Most of

Tanuiry 1068

the jncrease was in the equipmens erea,
a8 nomresidential construction activity
waa littlé affectad by the shors 198061
eyclical dedine and there was littla of
tJ:ua recovery elament in the minor
increnses recently shown i this field,
Dvarm]l the xata of increase was higheat
in late 1961 and early 1962. The fourth
quarter of 1962 was litile changed {rom
the third quarter and the OBE-SEC
survey of capital expenditures pointed to
& decline for t\]'.'!B_ opening 19683 quarter,

Business outlays for new plant snd
equipment continuye to lag in the prowth
of the economy. At 9 percent of toial
GNP, there hss been no relative im-
provament since 1958, when activity
was depressed during much of the year,
and the zetic is well below that of
naaxly 11 percent recorded in 1953 and
1967, "While putlays in the industrial,
treozpariaiion, and public utility fields
gontinue 40 run below thewr high poiots
of the middle or late 1850's, activity in
the commercial and service sress con-
tinnes 4o grow. Outlays in this latter
aren, which represented only ome-third
of all Bxed business outlays in early
1261, have accounted for nearly two-
thirds of the tofal increase since that
iimea. The higher rate of growth in
this mres obviously reflects to some
depreas the prowing importance of
gervices in the economy.

Table L—Key Income ot Product Ivata, 14062
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New incentives to investiment

" The low volumes of fixed business
investment in the past few vems
raﬂwtﬂmpu‘tihamstaunanisub-
stantiel excess capacity in mapy indus-
t.rm, and the adverse effact on profit
marging of the fixed charges associated
with snch nnutilizad capaeity. During
the year the Federal Government took
stepa to stipulate new investment
through new regulations and legislition.
© In mid-1962  tha Treassuwry issned
revised guidelines for depraciation. The
gﬁwt. of this mesaure was to. allow
husiness to deprecinte Bqulpment» nt g
fagter rate, thns decreusing tax linbili-
ties and inﬂrming bugiress ¢ash flow.
Tentative ¢stimstes by the Treasury
indicate & redueed tax lisbility for
bisinessez of abont 21 hillisn on this
acoomnt. Im addition to thie messvrae,
an invesiment incentive tax credit
program was approved later in the year.

INVENTORY INVESTMENT (GNP Basi:)
% Daclinad From Yearend Bulge

W huralle Goods Acsunt Tor Most of Shifis

Riltan %

12 —

TOTAL

'_‘4—L_"‘".' P PR A T el
960 | 1961 1962
Quartarly. Saoeonclly Adimted, of Aol Rake
B.E Capurimant of Covime, Milcs of Bunlmn Emsanim 6319 .
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Thé tax saving . resulting ‘from " thie
program - is alko teniatively estimated
st §1- billion for 1962. Since both of
thess measures ware promulgated in the
last half of the wear, their effect on
investment during the yesr just closed
copld not have been important, but i%
iz believed thet 1963 investment wﬂ]
respond fﬁwmblj' :

Bousing activity ﬁuc!mtes nt high
. poinl

The valua of mew ryegidential con-
siruction put in place advanced from
521 billion in 1981 to a new high of 323
billion for 1962. After allowanca for a
moderate price advance in recent years,
the 1962 vutput about matched that of
1859, the previous high year. Follow-
ing a poor first quarter, atiributabla in
part to unfavorable weather in parts of
the country, activity advanced sharply
in the second quarter, moderately in the
third—a high, for ths year of more than
524 Lillion. On ths basis of incomplete
data, a minor decline iz indiested for
the fourth quarter.

Last year’s rise in housing expendi-
tures reflected a continuation of the
very erratic risa in housing starte that
began in 1361, In thatyesr, sesscoally
adjusted starta had climbed irregularly
unti] the agtumn but declined markedly
for several months thereafter, probably
a5 & result of savere winier weather.
Last spring eaw a recovery Lo a very
high rate of starts, with April and May
averaging in excess of 1.5 million unite,

n seazonally adjusted annwal rate

The trend was generslly downward

until Saptember and was reflacted in a
wingr decline in the GINF residential
constraction component in tha fourth
quarter. With starts up oagain in
October wod November, at approxi-
mately the May peak in the latter
month, o bigh lavel of activity seems
nssured for ently 1963,

For the year az a whole, private non-
farm startz totalad I.4 million units, 11
percent higher than 1061,  Mosi of this

/increase was in the apartment house

compooent, which rose to o new high
of more than 400,000 units. Single
family dwellings were little changed at
1 million unis, a5 conmpared with & high
of 14 million in 1958,

Applieations for FHA asnd VA §-

DOMESTIC FED WINVESTMENT

Plant and Equipment Quitoys nad Reskbentil
Construction Moved Up in 1962
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nancing have trended slightly down-
ward during the yesr. With private
mortgage monay abundant and some-
what cheaper, the comparative advan-
iaga of the government-sponsored pro-
grams has diminigshed somewhsat in
recent months. ‘

Government Purchases

Continue Rise .

T¢ nn important esstent the continued
riag in GNP from the beginning of 1062
to data has been dependent on the
steady rise in governtnent purchases of
goods end services. For the year as &
whole thess expenditures, at $1I7%
biilion, were $10 billion Ligher than i
1961, witk the incrense shout equaily
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divided between Federal outlays, on the
one hand, and State and loeal, on the
other. In 1961, government outlays
rose $3 billion over the prwiwa VO&T,

The ctucial role of government is seen
h:matr cle.u.rly by reference to the GNP
admca since the low poiné in sctivity
in the first querter of 1961, From that
period te the fourth quarber of 1961,
GNP roze by 238 billien while govern-
ment purchases were up hy $7.3
Bbillicn—contributing almest 20 peroent
to the overall advsnce. From the
ourth quarter of 1961 to the closing
Ifquart.er of last year, GNP wes up by

STATE AND LOCAL GOVERNMENT
" PURCHASES OF GOODS AND SERVICES
Trend Conpuoon Stendily Upword

Béfion §
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523 billivn while government inereased
by almost 20 billion—accounting for
almost 40 percent of the total rise.
Ovwer the entire seven-guarter spod,
government has thus accountad fot
batier than one-fourth of the GINF rise,
.a proporéion thet has been excoeded
postwar recoveries only in the Korenn
mobilization period about  decada sgo.

Federn] purchases of goods and serv-
ices inereased by $5% billion with $4)%
billion of tha inereaze accountad for by
‘increased outluyes {or national deisnse.
"Within this category, expenditures for
epace roge to 32 billion, doubling the

SURVEY. OF CURRENT BUSINESS

previous vear's totel. . Departinent of

Défense purchises of hard goods, and -

supplies :and . materials increased ap-
proximately $3 billicn, while military
payrolls - were up . near]y 51 billion.
Other defense programs ehowed " littla
change.

Federal pul'ﬂhﬂ&fﬂ other t.l:m.u de-
fense were $1 billion higher in 1982
than ie 1961, This incresse is lergely
scoounted for by an ingrease 1n the Fed-
eral Geoverament payrolls, reflecting
both an increased number of employees
and - the general wages mie increase
whioh besame effective late in 1082,

Total Federal Government expendi-
tures on the National Income Accounts
basis advanced by $73 billion in 1063,
This was & somewhat sraaller rise than
took piace the year before mainty be-
cause of the lesser increase in transfer
payments. .

Federal Government receipts in-
croased even more than expendibures,
resulting in & declipe in the Federal
deficit on a National Income and Prod-
uet basis s compared with 1981,
Tnder the reviead depreciation guide-
lines and the Revenue Act of 1962, the
revenne losses to the Treasury may
reduce or eliminate this indicated de-
cline in the Federal defirit, when the
corpornte tax returns for 1982 wre
ingorporated into the accounts.

The growth in State and local pur-
chasss continued in 1062; the $4%
billion rise indicated for last year
compares with $4 billion in 1961 and
only $3 hillion in 1930. Asin the case
of the Federsl Govervment, the io-
crensa waz lavgeat in the latter half of
the year. A psarticularly sharp in-
ereass in the fourth quarter was concen-
teated in hishway expenditures, and
may have resulted from the fact that
winter weather was late in coming to
many paris of the couniry.

Natiomal Income Higher

Quuarter-to-quarter changes in inevme
paralleled those in GNF, but individual
components of naticnal income traced
diverse patterns. Corporste profits,
which had risen $11 billion during the
1961 racovery period, dipped slightly in
the first querter of 19562. Although
corporate cutput rose stendily throuph-
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out the year, falling margine prevented
tetal corperate earnings from showing
much improvement, and at yearend,
profits were only a little bigher then in
the final quarter. of 1861. Thus, the
shere reburned to capitel in the form of
profits ¢ontinued the downward drift
relative t¢ corporate output that has
besn evident over the past decade,

It ¢ontrast to the chepges in vorpo-
rate profits, compensation of employess
expanded in emch gquarter of 1062,
although the quarterly rate of ncresse
in the latter part of the year was jesa
than half that prevailing in the first
paxt.

. By industry, the largest income gains
for the pasr 1962 were achieved In
manufacturing, particularly the durabla
goods industriss. In large part, these
inctesses reflacted recovery from the
cyclical low of the previous year, and
actaally acerued during the last three
quarters of that year. As messured by
payroll changes alee, developments
subsequrent to the initial recovary period
were dissppointing. At pearend, fao-
toxy payrolle at a $04 billion annual rate
were only elightly higher than ehe $91%
hillion rate of a yeer earlier.  Most of
of this moderate rise was aecomplished

CORPORATE GROSS PRODULCT AND FROMTS
& Owiput Keis Shindily in 1951.52 Parisd
# Profits Recaversd Rapklly From she 1961
Cydical Low and Laveled O in 1962
& Kakin to GNF Lower Tham m Eorlier Peok Teari
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in the early montbs ‘of 1982, and
manufacturing - payrollz - in- December
were o larger than in April, after
allowaneca for sansonal factors.
Naiional incorme advanced sigmifi-
cantly last ¥ear in government and in

 SURVEY OF CURRENT BUSINESS

the trade and service industries. In
theze indusiries, snnual gains were
spread throughout the year, and rapre-
sented a continuation of long-term
trends rather than -recovery from a
cyclical low.

Financial Markets in 1962
A Picture of General Ease

LAST wear’s itcreszes in  business
investmant, howsing, and consumer
durable outlays occasioned an incresse
in privaie borrowing, while the Gov-
vernment’s bomowing was whchenged,
snd fotel debt formation increased
moderataly over the cyclical swing yaar
of 1961, The monetary anthorities
providad sufficient reserves to the
banking system to accommodste the
arpangion in credit deraand with little
pressurs o0 interest rates.

Last year's experience diffared from
thet of sarlisr postwar years of ayelical
expamsitn;: the rise in fized vestmant
was woilk as was the preceding dacline;
inventories were not built up so fasi;
no pressure was apparent on bank
resarve positions wntil almest the close
of tho year; and interest rates moved
downwerd or Auciuated narrowly, rath-
er than rising.

Business investment up 84 billion

Business fixed investment during
1362 ross 9 percent—or $4 billion above
the previous ysar—continuing the cy-
¢lical rise whish followed the small
decline in 1960. Inveptory buying
reached & peal in the first quarier.
Bubsequently, additions to atocks were
emaller, contributing to the economy’s
slower growth. For tha yesr us a whols,
inventory inveatment totaled $3 billion.
- The jmprovement in business activ-
1y was reflacted in a $3% billion in-
€rense in internal funds over 1061. The
bulkk of this riza had cecurred by eorly
1962, as profits did not expand after
the second guarter.

460626 —a8—0

The revisions in depreciation aceount:
ing and the new investment tax cradit
are not raflecied in the statistics of
corporate - depreciation snd undistrib-
utad profitz presented in thiz jegne
of the Sumvey but any provision for
these would inerease the total of cor-
porate funds available from internsl
sonreest,  (Sea dizenszion on page 7.)

Internal funds, .as ctorently meas-
ured, were up by ab amount mugl:]y
simailar to that of fixed business invest-
ment outlays. Apart from the $2)4
billion zdvance in short-term business
bank loans, corporats nsed to resort to
external credit marleats was less than in
1951, PBond imues were unchanged
from 1981, while stock ismmes -were
lower than in tha previous year, nud a
continuad rise in the rate of corporste
morigage borrowing did not make up
the difference. Corporate holdings of
liquid assete changed little during the
¥ear, .

" The sharp foll in eorporate stoek
leses eleardy voflected the hreak in
stock prices in tha spring months, which
heightened uncertainties in financiak
merkete and reised guestions about itz
implications as to business trends, In
porticular, the Aow of new stoek issues
was reduced in the last half of the year
and net ssles of mmutual fand shaves
also declined.

Instellment credit up

The sharp increase in aute sales for
1962 entailed a larpe nise in auto credit.
The inorsesse in borrowing was roaghly
proporiionsl to the rise in purchases as

9

there . was no noteworthy extension of
matarities, lowaring of down payments,
or any substantial rize in the proportion
bought on eredit.

The wolume of installment ecredit
axtended for aute purchezes o the
summuer and fal months yeached levels
moderntely in excess of the totals
recorded In the record auto =ales year,
1355, with car prices avernging higher
ther 7 years esrlier. Thera waa slso
soma pickup in therais at which install-
ment: loans vwere extended ¢h nonaito
durablss and personal Loans alse picked
up moderstely, while the growth in
naninstallment eredit continued apaca.
Housing credit freely avallable

Housing—twraditionally the ssidual
claimant upon available capital sup-
pliee—moved up last year, reflecting in
part sn inerease in the atirackiveness of
mortgnyes to lendars as credst supplies
sxpanded faster than demands. The
sxpansion in eredit availability salso
gave rize to higher loan-value xotics,
luwm' iptarest rates, and some increase
in the wvolume ﬂf loans on older
propertiss.

There was litile change io the rate
at which loans were made on new me-
dium-price asingle-family houses. The
increass io fund availability was partic-
wlarly effective 0 stimvleting the
construction of luzury apartrments and
more expensive singlefarmily houses,

Federgl Government

Tha Federal Government wag a major
horcower in the money aad capital mar-
kets last year, although tha Faderal
deficit on income and product nceount
narrowed from $<¢ billion in celendar
1961 to under 32 billion. Toward the
wearend, this defieit was riging, :

Althongh the Government’s net. drafi
was reduced, the rate of borrowing at
&6 billion—excluding a special sub-
geription $0 the IMPB-—was littla
changad from the 1961 totsl ns the
Treasury tried to put pressure on short-
term interest rates by isaning more hills
than wers needed to finance operations,
and using the proceeds to build up. the
Treasury’s cash halances, In addition
to expanded offerings of short-term
securities, Treasury financing last yenr
featured advance refunding of medivwm-
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Term securities into longer term. He-
flecting these policiea, as wgll as some
rutup of outstanding medinm-tero
issues, the volume of securities due in
1"t 5 years declined %5 billion, whila
bonds dve in more then & years were
aup 50 hiflien, and securities due within
1 :year rose §3 hillion. Savings bonds
:md spemal isgnes showed htrf-'.la change

Bnﬂkfmw

The hlua]ﬂng sy‘at-ams rmarmpommon

was easy throughout the year, and undsr
these cireumstances the moderaie calls
for credit sccommodation were easily
bandied. The monetary suthoritias
meintained net froe reserves ab about &
£200 million leval through November,
permitting o fall to 3300 millien for
December. Such resayves were main-
tained at considerably higher levels
than had been usunl in earlier postwar
advances, aad the banks added record
amounts to their leans, investments,
nnd deposit Yiabilities.
" Tha total of bonk loans and invest-
ments ipcreazed sbout $18 billion during
L962—the lergest such inerense during a
peecatime period. This rise was fi-
nanced by n $15% billion rise in time
deposits, 1 $1 billion ineresse in demand
depogits, and %1 billion of -mniuga
retained by the banks.

-The banks used the axpandad eredit-
creatmg power to extend the volums of
lending in all estepories of loans and
investments other than U.5. Govern-
ment securitiea, where they wound up
the yenr with an amount slightly less
than they had going into 1962, As
noted enrlier, buziness loan demand
was moderate last yeer, and such loans
increased -only $3 billen. Banks
stepped up their purchases of- State
and local securities—at $5 billion such
inveshments were st the higheat rate
in history.

' Real eatate ]nans—up $4 billion—
also provided n major outlet Ior bank
{ending es did the $2 billion expansion
iz consumer credit, This experience
was, in marked coptrast with other
periods of economic expausion, when
business and eonsumer losns had ex-

R 1 '|'IFI|I1I|IIII-IIIIIII‘|‘II.III
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panded charply,  U.5. Government
securities were sold off in sbstantial
wolume, and little net lending woe
reported to State and local governmenta

and on real eskate.

Other financial institutions step up
lending
The supply of loan funds was further
aupmented by & continoed rise in the
inflow of savings to nonbank financizl
institutions, The growth of saving and
loan deposits was about $98% billion, $1

FINANCING CQ5T: CHANGES
With Stock Frkwt Down From Fack
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billion more than the previous record
in 1961. Mutual savings banks and
Jifg insurance companies also reported
record increases in the volume of per-
sonat savings entrosted to them. All
theae Jostitutions invested -a somewhat
greater portion of their funds in mori-
pages, and maintained their holding of
U.5. Governmeni securities.

Interest rates and security prices
. The expanded sopply of credit, in

- gonjunciion with the relatively amall

incresse in the demands for financing
was reflected in & moderste decline in
most interest rabes last Fear. Short-
tezm interest rates gpenerally fSuctuaded
narpowly around the level reached early
in the year, while Jong-tearm bond rates
drifted downward.

The contrast beiween the downward
drift in long-term interest rates and the
narrow Ructustions in short-term rates
reflocted in part the stability of long-
terro debt offerings it the face of rising
hank and institutiomal fand sowurces,
and -in part delibeate Goverament
policy. The latter was effected by

. confining Treasury cash issues to the

ghorter term of the maturity spectrinn,
snd was undertalen to help American
bguidity netruments remain competi-
tive with thosa available in major
foreign money markets without in-
bibiting domestic axpansion through
higher long-term rates.

During the first 4 menths of the year,
stack prices drifted downward from the
alltime highs reached near the turn of
the yeer. In May, and in June, prices
tumbled sharply oo a rising. volume of
irading and the drop in velues was tha
groatest since 1938, Latber in the sum-
mer, stock prices stebilized, and then
moted up modestly. With the ecom-
ing of the fall months, stock prices
epsed off uwodldl Oetober. Since the
resolution of the immediate Cuban
conirontation, the 2 closing months of
the year hava been marked by a sherp
rezurgence in stock prices which cerried
the market averages slightly mors than
helf way back from the lows renclied.in
Juoe to tha alltime highs scored in
December 1961.



Indnstnal Productmn—Employment—Pnces

INDUETRIAL pmdw:tmn extended

the eyclical advanee which hegan early
in 1841, and for 1962 as & whole regis-
tered a 9 parcent ineresse over the Fear
bafore. Within the yenr ¢utput son-

tinuad to rise until about midswnmer.

but remained on a platesu theveafter.
A€ wearend, the Faderal Raserve soason-
ally adjusted production index was 3%
percent shead of & Year earlior, and 7
percent. sbove the prerecession pesk of
January 1860, .

New production peake wers reached
in 1962 by all of the four broad izdusity
groups—durables, nondurables, mining,
and utilities: dursbla goods ountput
topped 186F by M0 percent and soft
goods by 6 percent, The increase in
mining eclvity wes less than 3 percent
whila utilities output expanded 7 par-
oent, about equel to the average gain
of the past & years.

Battar than averspe gains in 1962
were mede by the auto indusiry, which
experienced ite second best produetion
and sales year, and by industzies pro-
ducing mnchinery snd equipment and
defense goods; these reached consist-
ently higher production rates during
the course of the year. These two
manyfpeburing groups, with lesa than
30 percemt of tha weizht of the FEB
widex, accouniad for 40 percent of the
rige in total industrial output. By way
of contrast, output of the st&eﬁmduatry,
which was hlgh very early in the yoar,
fell sharply in the second gquarter, and
for the year ss o whole averaged no
highar than 1961,

. The ourrent expansiou in. industrial
output, now extending over a peried of
23 montbs and aggresating 16 percent
over thie period, conforms clozely in
magritude with the recovery from tha
19564 gyclical trough: howaver, it is well
behind the advances of 25 percent ex-
perienced in the compsrable periods of
the 1949 and 1958 upturns, The de-
clines preceding those recoveries were
much greater. It took industrisl pro-
duction five quartexrs in the 1961-62
Tecavery to exceed the {ormer pesk or

somefwhat. leas than in the ofher’ ajl'chcal
upewings.

- Bocklogs decline

" Tha rise in unfilled orders shak devel-

loped during 19861 came f0 a halt laa}

year. In the early months of 1962 the
flow of incoming new business snipaced
the tisa in wmanufacturing output and
backlogs rose.  The increase was partic-
wazly large in primary metals, but aleo
ooerred in both electrical and monelec-
trical machinery and in fabricated metal
products. _

New orders receipts fell in the second
guarter of 1962 and improved only
tlightly iv the second half. With out-
put continuing high, backloge tended
downward during the finsl thres guar-
ters of 1962, and ag verrend were about
3 percent lower than at the beginning
of the year. The elippage, moreover,
was plso widespread among the major
industry greups—and, except for non-
electrical machinery, backlogs at year-
end were generully lower than in De-
tember 1961,

Autos: A year of growth

Aute assembly plants shipped oug
nearly 8.2 million passenger cars and
trucks in 1962, over ¥ million more
than in 1961 and about 1 rillion wnder
the banner year of 1955, Passenpar
cars necounted for 8.9 million of total
output.

Aside from the n-:)rmul STILNEr
slowdown for mode]l changeovars, total
szsemblies were maintainsd at a high
rate, with output in most months
approximating or exceeding 700,000
wnits, In  the October—December
period alome, when dealers’ =zales
wera eapecially brisk and inventories
of new ¢ars in showrooms remanined
relutivaly low, over 2,4 million passen-
ger cars and trucks rolled off the as-
sembly lines. This was the best fourth
quarésr on record, a production per.
formance not too far from the peak
April-June period of 1968, when 2.5
million units were turned out.

Sharp swing in steel outpist

During 1962, the steed mdustry’
experienced & sharp rise in ocutpnt as
the zeonomy and demand for durahile
goods recoversad from  the 1060-81
recession. The sensonally adjusted in-.
dex of production of ivon snd steel by
Nowember 1861 weas two-fifths abuw
the trough of 2 year earlier. P

“Around. the end of thet year a pew
factor was superimposed on the growing
requirementz for steel consumpiion,
namely, & demand for additional in-
vontories az o hedge against u possible
steel strike. New orders rose to an
extremely high rate in the winter and
iron and steel output jumped by 14
percent from Novemhber 1961 to Mareh-
of 1862, _

"When it become clear that a strike
would not materialize, orders wers cut
back, snd with the signing of a new:
Iabor-management waga contract iatein
March, production began to fall sharply
with consnming industriezs  drowing
down their expanded inventories.  Ont-
pui reashed & low in July, onefonrth

Table 1.—Mew Orders Reosived by Sted
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SURVEY OF CURRENT BUSINESS

below the spring hizh. Some recovery
in production followed, but in Deccn-
bar the rate of operations was still one-

" goventh below the high first quarter. -

With, December operations yielding
gn output of 8.1 million ingot tons, tha
highest monthly volume since April,
steel production for the year as o whole
came to 98 million tons, abont the same
as in 1961. This production was the
equivelent of about 61 percent of mid-
year capacity, as compared with a 64
pergant rate on a somewhat lower base
for 1861. The upirend in siest mill
activity since midsummer reflected for
the most part renewed buying by sieel
users g the gradusl Hqmidation in steel

inventories by consumers, underway-
. sinte April, drew to a close. The im-

provement i mill opergtione sxtended
into esrly Jonuary.

In contrast to the sherp swing in
steel ingot production, consumpiion of
finished steel by manufacturing estab-
lishments—which accounts for roughly
three-fourthe of all steal used—tended
generally upward dwing the yesr. For
1882 3 a whols, consumption wae wall
shove 1961 and comparad favorably
with the high consumption yems of
1855-57.

Table 1 makes clesr the extent to
which 1962 steel consumption eama ont
of nventories built up through the first
quarter. From May through Novem.
ber stesl consumption by stesl-using
monufacturers exeseded raceipts from
mills by 23 million toms. In eddition,
thare was a further liquidation of 1 mil-
lion tons held by producing mills and
200,000 tonz held by steal warehouses.

The redauction in steel stocks brought
the November carryover well below
that held at the beginning of the year,
when the particulerly heavy inventory
buildup was wall underway. The bet-
ter-balanced sieel inventory position
is further indicated by the current
relatively low stock-copsumption ratie
comprred with the year amliar figure
nod the high ratic at the end of March,

Mozt nonferrous metnls supplies ex-
pended sharply in 1962 as a result of
higher domestic produetion and in-
crgased imports. More aluminur and
copper were produced than ever before,
& moderste ipereass was posted for zine,
and & decline for lead,

The aluminum industry in produacing

Joanuary - 1538

0.1 million tons—some- 200,000 iops
above 1961 sud 100,000 tons higher
than in 1980, the previous top—oper-
stad at an averape rate of 85 percent
of installed capacity, ending the year
gt a higher opersting rate. Clopper
producers opersted mt & Tecord rate
through June hut ne inventories began
to bunild up, ontput was cut back
moderataly in the escond hatf,

Although consumption was sustained
at a high rate, inventories of copper
gt yearend were higher than at the
beginning of the year. In the case of
ghtrinum, stocks at reduction plants
declined throegh most of the year hut
expanded in the closing quarter as out-
put continned high whie dernand
slackenad somewhat.

Output of materials other than metals
generally showed widespread gains over
the vear. Production incresses of 7
percent or more were registered for such
imperinnt basic materials as paper and
board, plastics and resin materials,
ipdustrial chemicals, synthetic rubber,
and man-mede Abers, while more mod-
grade pring, less than 5 percent; were
shown for cement, flat glass, coal, end
crude petroleum, Bituminous coal out-
put was the Jergest since 1967, becausa
of Ligher domestic consumption and o
substoantial expansion in shipments to
foreign markets, _

Business equipment higher

Reflacting higher capital outlays for
mechinery and equipment, ond stepped-
up military procuremsent programs,
production of producers” durable equip-
ment and defense hard goods rose
thronghout the yeer, recording a pain
of 11 percent over 1961, This im-
portant segment of ‘mapufactiring hes
shown consistent quarter-o-gquarter
gning gince about the iime the syclical
ndvance started, though the zate of
increase in the last half off 1962 wis less
then in the eardier phase of the cxpan-
sion, as is usual in eyclical uptnros,
The rise in business imvestment leveled
out arcund the end of the year, though
defense goods wers etill pushing higher,
The December index of business equip-
ment and defense gonds, at 128 {1957-
56=100), was 7 percent above Decem-
ber 1961, and 1 percent above July 1962,

Produetion of eommercizl aquipment,
which has experiencad s strong secular
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upirend in the postwar period, recorded
nn advance of one-gsighth from 1961 1o
1962. Sizable increases were also regis-
tered for industrinl machinery, freight
and pessenger equipment—Ilargely the
result .of an increased volume of frucle
production—and farm  machinery.
Within .ths vear, outpaé for these
product groups moved cloaely with the
overall business equipment index.

Nondurebles owtput Follows totoal
index

In geperal, nondurables gooda were
in steady demand, and at year-smd
gutput was about 3 percent above
" Deeember 1981, Produetion wase higher
than in 1881 for all of the major
industry groups snd new peaks wera
resched by all industries, except leather
producta.  Chamieals and Tubber prod-
nete mersazed 10 porcent or Mot over

SURVEY OF CUREENT BUSINESS

1961, the lurgastr among the nondurable

goods group; in other soft goods lines,
the advances ranged from 2 percent for
foods and baverages to 7 percent for
paper producta,

In the cyelical textile mdustry, out-
put surpessed its previous high in
Febritaxy, advanced furthar 0 & new
poak-in the sumumer months, and then
edged downward. The lower rate of
output in recont months waz associated
with & drop in orders, rising inventories,
and some prics wesknaess.

Production of apparal products traced
a somewhat different pattern, After a
rathar slow etart in the early pert of the
year, output improved moderately in
the s=pring months end continued to
advance thevenfter. The current rate,
a new $0p, wos some § pereent above &
year earlier and 8 percent above
Jannary 1862,

Labor Market Developments

AS the aconomy pushed upward in
1962, there was 8 muirked adrance in
employment, a rather ampll rize in the
total labor foree, and some reduction
in unemployment as compared with
1961, Total employment in 1962
averaged 87% million, up 1 million from
1361, Tha Armed Forces also showed
a fairly large expansion for the first
time since the Korean mobilization
pericd,

The rise in seasonally adjusted em-
ploFment in the eardy months of the
year was largest n durable goods manu-
facturing and retail trade, bui gains
were also made in other manufecturing,
services, construction, and State snd
loval povarnment. Small incresses oe-
cuzed in other sectoys. Around mid-
yoror employment laveled off, and ¢n &
seasonally sdjusted basis, showed little
change during the latter part of the
year. Of the industry groups which
had shown expansion emly in 1962,
only the serviee industries and State
el local povernments showed any
considerable advence, In menufac-
turing, employment declined over
200,000.  Seasonally adjusted smploy-
ment in most of the other groups de-
olined slightly after midyear, :

Extension af cyclical rise

The broad rise in employment in
the first half of 1962 represeanted a
aeontinnsbon of & eyeliea! advancs from
the low point that had besn reached
in the first guarter of 1951. From that
daie to tha third quarter 1962 nonagri-
evltural employment expanded 2 mil-
lion, seasonally adjusted, with aboat
half the riee oecurring in 1961 snd the
remainder in saxly 1962,

Inoreases ware large in manufac-
turing, chiefly durable gaods, and in
povernment; sisable incresges alan oc-
cwrred in trade and service industries.
Other goods production and transpor-
tation industries showed litile chanpe
during this pmod of genersl gyelical
advance.

Compurizon with previous peak
A second comparison of the third
quarter 1962 employment—with the

peak employment of the preseding .

business ejrcle, second quarter 1950
shows a somewhat diffsrent picture,
focusing more on growth then on
cycliel change. As shewn in the
aeccompanying table the rise in nonsgri-
eultural employment from second Gquar-
tar 1860 to third guarter 1062 was
nearly 1 million, or lesz than 2 percent.
During this period the employment
incrense was centered in services and

" amployment.

13

- government (manly State snd local),
“with thess two pgroups showing an

advanes of over 1 million, or more
than the rise in total nonagricnlturad
Bmaller advaness oo
curred 0 trade and finsnes groups, the
two together accounting for an increase
of 200,000, Al of the other major
groups—mainly the commodity-pro-
ducing induetries—regisiered gome de-
cline, even though "ouwtput in thase
indusiries registered an advance.

In menufacturing, for axemple, there
was & gmell decline in smployment—
about 140,000 or less then 1 percent—
from the previous cyclical peak in the
second quarter of 1960 to the third
quarter 1962. By way of conizesi
menufactaring ouiput increased ¢ per-
cent over the same period. Since thare
was only a amasll inarease in hours there
j& & substaniial goin suggested in output
per machour.,

Workweek extended

In manufacturing, the average hours
worked per week was greater in 1962
then in either of the two preceding
years, For the durable goods indus-
tries, the worltweek averaged nenrly

EMFLOYEES B NONFARM ESTAEBLISHMENTS

& Gaviroiiond Employmant Rose Stodily bn 196
# Nonmamutaensring ficss Uil Folf Period
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. . Table ¥=Employees in Nonagilsultural Establiehments in 1061, . The improvement in wpem-
S [Thonemnis nf porsons, skssonally adjnsted] ployment from 1961 was reflectad in all
.- Tl 2 B B e p
o poen || D | o | | G e [ e e g R ate wo
. Be | dvoda | ot | atrus. | pobliz | || o and over, the unemployment rate was

: Hon | il { 4% percent, as compared with 5.8 per-
- cemt in 1961, Unemployment was elao
WG e woo ] wow | 4o0 | noe] | méw] aowe|mae| sew] nae| zme lower for fameles in 1982 than in 1961,
BT T @00 [ 000 | 8890 Two| en| ave| awofinew| amo] nem| s although among mamried women the
"M TIIR .o e e sneann e ee | nam | am| eo| svm| swo]aem| asw| se0| maw  rates were higher than for maried men,
TR - &80 [ 1070 { o4 | %20| w0 | zew| acwlaee | mew| nko| w0 asin other recent years, In addition, a

itmolute Cusnye smaller proportion of persops withont
L2 LT ST — ap| ewi aew| wo] ~m| - .o | mwy | s jobsrepresented long-term unemploved,
TI-I000—TTEA0EL . .. .o e w| —w| -m| —w| -m| —m| -] w{ =] me  ie., out of work for 15 wecks or mdre.
Er st T— wl -m| -o] -w| -w| -0| of —w{ =| m| m  The oumber of workers on pari-timeé

emplomment for economic reasons de-

+ Wots.—Obongas nre sompnted from naroanded fguras.  Surse: T8, Departosent of Labor, Burssn.of Labor Statbaties,

{1 hours, tha longest sinee 1985, Hours
‘of work had shown a sharp expansion
‘during the course of 1061, reaching a
high rate in the clozing months of the
year, For the most part, thiz high
rate was maintained during 1962 snd
stands in contrast to6 the daclina'iu
.amplnyment after midyaar.

¥or the nondurable industries, tha
wurlrwaak avaraped 397 -hours, as
Lompared with 39.3 howrs in 1961
On 8 soasonally . adjusted ba.ms “the

Tnl:lc 3—Unaaployment Rates Among
- Yarions Groupa of the Civilian Labor

workweok was extended to 40 hours
in the spring but. was then reducad
slightly after midysar. These changes
parelleled those in amploFment.

Labor foree growth sluckens

The mpderate reduction in unem-
ployment during 1962 reflested both an
incrense in the nwmber of civilian jobs
and some growth in the Armed Forees
{about 300,000} togeither with a lag in
the rate of growth of the {otal labor
force. The increase in -the Armed

Forces took place toward the end of

clined during the sarly part of the year
but showed some rise after midyear. -
Most of the rise ocewrred among work-
eré who vsually work fall-tima.

Agide from these shert-rin changes in

. mmemployment associsted with the ay-

clical advance, other changes are
accurring in tha composition of the un-
emploved due to longer term develop- -
ments. The szhift in employment
toward governmeni and service indus- .
tries and sway [rom commodity-pro-
ducing industries has accentuated the
t¥pically higher rates of unemployment
among blue collar workers za compared

. Forcs 0 1081, ond there was Lttle further with the white collar group. Alihough |
CPores change "during 1862. Altheugh ecare their unemployment rates wers rednced
1968 | 1950 | 1900 | 1061 1862 mngt be exercised in interpreting short- in the early part of the year, the wn-

[ea| as| na esf 52 time changes in the labor foree saries, it skilled and semiskiled workers expe-

e
RN e P R

104y be noted that the slaclrening in tha

mates have besn revised downward

-somewhat, the principel influence re-

tarding the grewth in the labor force is &
sharp reduetion in labor force participa-

‘tion, especially for younger age groups.

rioneend relntively high rates of upem-

i: growth, of l;ha']n'.hm:_ force was most pro-  ployment during the latier part of 1962.
2! nomeed in the Istter part of 1981, and . )
33 this lagging wsa not made up in 1952 UNRMPLOYMENT RATE
os despite rather substantiel increases dur- w‘;‘:‘ﬂmﬂ;":&‘ ;‘:&;:"’;;::”‘ Linile
4o 0% & partof the year. The Iabor foros F
ag Continues to be considerably below the :;"“'““*
n: expectad trend based on populstion and
&1 post trends in participation rates,
' Although current population esti= Teital

’
v

Paxt of this is attributable to increased v _
school attendancs, * Hole - I yuars and svar
i . Unemployment reduced
y . M Fom 3oty 2003 | hs | 46,8 | .55 420 The numhber of persons out of work _

B o B | B ﬁg‘ﬁ.fﬁg falltod millionn 1982 from 4. 8million " OLiaoloo s los o Byl oo broels
weleA e | w0 | 1.8 | RTIME 5n 1981, The unemployment mte for * 1957. 38 39 60 oF . 62 &3
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Price Level Inches Up

Indmrn-ml ans Steady

THE year 1362 was another Fear of
relatively amall price chenges in com-
modity markets as the Nation’s ability
to produce continued to be vaors than
mmple to meet the damande placad on-
it,” but sarvice prices continued their-
gtaady climb. The most comprehen-
sive mensure of price change, the over-
sll GNP implieit prics index, ross by
about 14 percent over 1961, about
equel to the ineresse in each nfthea
Previous years. Frices in consumear
marketa wers up a kittla-aver 1 percont,
wholesele prices of industrial produests
were very littla changed while farm
prices advaneed by 2 percent.

Wholesale prices steady

. The comparatively leng period of
prica stability in wholesale markais—
judged by postwar standards—as
extonded into 1962.
sale Index was very slightly bigherthan.
in 1061, reflecting higher quatations on.
' hoth fartn and provessed food products.
The mdustrial eomponent averagad
exnctly the same as the year before and

has nctually registared a skight decrense’

sizce 1959,

The Behavior. of industrial prices is
of interest because in every other re-
covery in the postwar period this com-
ponent has sadvanced as induestrial

demnpde have strengthened. Even io

the 1958-80 period, which witnessad the
smallest price rise far any of the post-
wir recoveries. incdustrial prices ross
about 2¥ percent from the 1958 reces-
sion trough to the early 1960 peak; in
the latest recovery, by way of contrast,
prices bave fallen by about one-halfl of
1 percent since the early part of 1961,
Continued excess copacity among do-
Hestic preducers and competition from
abroad have led to price cutting or pre-
vented prices from 1ising in a oumber of
fields. Price stability was also fostered
bry the peneral ense in financial merkets.
This was sbetied by the monetary
policies of the Federal Reserve Syatem,
which facilitated the growth in credit
with little chenge in interest rates, An-
other factor, the broad impact of which

The B1LS Whole-

is difficulé to measure but which un-
doubtedly acted sz & restraining in-
flueace, was the chain of events that

culminated in the s‘mal-pmcu rollback’

last spring.

Although industrial prices were un-'

changed for the year as & whols, {from
the beginning to the and of the year tha
pumber of commedity groups showing

price incresases waz somewbat lerger
Advances,

than in either 1964 or 19681.
howsver, wore lass frequent than in
1959 or in the years 1955-57. This iz
ghown in the tabulation below, which
iz based on 72 enbgroups of the non-
farm-nonfeod poart of thﬂ '.'BLS W]wle—
sale Price Index.

By stage of processing the most ssnsi-
tive component of mdustrial prices—

crude materigls—registered a decline

for the third successive year, with most
of the drop coming siter the first
guarter.

for the year.

Duruble goods prices sase .

. Durable goods prices in primary
roarkets on the average were a little
lower in 1962 than in 1961. Prices of
metals and meatal products ae a aroup
were lower for the second euccessive
year, reflecting reduced quotations on
iron and steel products and ponfervous
metels. Frices of mechinery and mo-
tive productz £3 a group wera un-
changed for the second year in a row,
after having advanced steadily through
the postwar peried; agricultural ma-
chinary - guotations,

continued  to drift slightly - downward
while prices of moter- vehc.lea were
about unchanged.

With mooufecturing and- tmdﬁ in-

ventories fuirly heavy and sales slow,
thera was some price cutting in house-
hold applimnces, including vadic and
TV sets; furnitvre prices, however,
avernged highar for the year. A good

Intermediste materials, pro-
ducer finished goods, and consumer
nondurables ware about the same, on-
the sversge, as in 1961, while consymer

dursble goods averamed slightly lower

_ howaver,  were.
higher. ' Electrical machinery prices.

15
construction year kept prices of ‘most
hulldmg mntermls ﬁ'mhuna.lljr abuvﬁ
ﬂmse. in 1961.

Wholesale prices in nnndumhiﬁ gmds
indusiries wera ahghﬂy higher last year,
with incressed quotstions for textiles
end apparel, hides wnd leather, aod
paper. Despite incressed demasnd, ex-
cess capocity led to price reductions in

chemicals, petroleum, and rubber fmm'
1981 o 1962,

Consumer prices edged higher

“The overall rise in consumer prices
in 1962 wes esantially 5 continuation
of the paitern since 1958, with prices
for the year ss a whola 1.2 percent
abova thoze of 1961, The overall index
gtood at 105 percent of the 1857-39
pyerasge. Food prices, prices of com-
moditics other than food, and service
prices were all higher for the year.

* ANOTHER YEAR OF PRICE STABIITY

Whalveals Pricas Up a Lina

194759 = 100

10 |- : .

FHOLESALE INDUSTRIAL PRICES
Lirtle Chonged Agais —

Us X Parcunt

Comaumar Frices—Un §.2'Parcent in 1961

PRICES OF SERVICES

' Contlovr Liprrand .
1 lu = _.,p-l‘ —
FOO0 PRICES : -
? Parcunt Highar '_.--“'
105 |- 'k .

108

™ HONEDGD COMMODITY |
PRICES Slighaly Lp

g5 L. e ]

W37 B 39 60
Quarily

U3 Dbt of £

61 62 &2

‘Dot BLS

Dutow ol B E LR b




16.

.- The rige in food prices approzimately
paralleled” tha incrensa in the oversll
index, Continvedhigh demand brought
higher quotations for maests, and short
supplies camsed advarices in the prices

~ of vegetables. Dairy produet prices,

however, moved lower as ﬂunaumpt.mn
failad 10 advance.
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Among commodities other than food,
prices of durakble goords increased about
1 percent, reversing a decline of sbout
2 years duration. Although sales of
both pnew and used cars were higher,
new car prices were about the same es
in the preceding yesr; in terms of mar-
ket prices the strength of anto demand
was muinly evident in the sharp price
increases regisiered for used cara. Re-
flecting the reductions st the manufac-
turing level, prices of housebold appli-
pnced moved lower over the pear and
ps of September avernged some T¥ per-
cent below the 1057-59 average, Ap-
parel, drugs, and iobacso had higher
price tage for the yeur ss s whols.

Services pricas sgain registered larger
thap sveraps increaszes with s 2 pereant
gain over 1961. REents rose by more
then 1 percent while services other than
rents wers up by almost 2 parcent.

A fantnre of the Fesr was the leveling
out in the prices of services othar than
rents afier the middle of the yaar. This
group had heen showing one of the
Targest inereases of any of the major
components of the CPI in the postwar
period, with & gain of 32 percent over

SURVEY OF CURRENT BUSINESS

the past decade, This stabilizing was
attribptable to 2 number of factors,
Rater for electric and utilities
mtabilized this year, after a long and

conditions in finaneizl markets brought

‘about i yednction in intereat rates on’

home mortgages. Tn addidon grices of
public * transportsticn " Jeveled omt.
These factors .offset large continued
advances for medical care services and
reading and recrestion.

Further breakdowsn of price changes

Consumer prices are cwrently at
record levels but needless to say all
items are by Do means uniformly
higher. To show the diversity of prica
changs a special breakdown was pre-
pared for 147 individusl! nonfood items
in the Consurner Price Index, for which
quarterly gquotafions wera aveilable
from 1M7 through Sepiember 1982,
The results ara summagized below.

For about 40 percent of the items, tha
September 1962 quotation reprosented
the pealk for the entirs postwar period;
another third showed decreases from
their highe ranging np t0 § percent,
while the remsinder showed decrsazes
in exress of b parcent.

As might be expected, the Ssptem-
ber 1962 quotations were highs most
frequently in the caze of services—75
percant of the service items were so
clasmified. For nondurables about 20
percent were at new tops In September,
while for durables only 20 percent
represented highs, At the other ex.
treme, 44 percent of the durabla fterps
were rore than 10 percent below peak

- prives  wera down,
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_percent for nondurables, and zero for
| gervines,

virtuslly unbroken postwar rise. Eoaay - Farm prices strong

"Prices reqeivad by farmers moved &
little higher in 1962 for tha sacond year
in & row a2 hoth crops &nd livestock
showed seme inerease. Livestock and
product pricas had edped downward
in the 3 preceding yesrs, reflecting
incressed marketings. Marketings re-
meined at a high rate in 1962, and with
pusteined demand there was an incresse
in prices in the fall of tha year.
Although livestock prices easad with
heavy marketings in the closing months
of the wesr, they remained above g
yvear earlier. The principal advances
were in meat animals. Dairy producis
were lower in 1962 as production In-
cressed. Support prices were lowerad
in the spring, but CCC purchsses of
dairy products were unususlly largs as
demand continued the essing that had
developed in 1961,

_ Crop prices avemgad 2 peroent higher

in 1942, continving the advance which
had occurred the preceding year.
Among the field crops, food grains were
substentially highar, reflecting in-
craased support prices, and fead graine,
cotton, and tobacco wars all up some-
what, DOilzesd erope—chiefly 20y
beans—were lower than in 1941,
Vegetohle prices were higher and froit
each  reflecting
changes in the size of crops markated,
Freezes in the winter vegetabla and
Iruit belis neer the end of the year had
not yet been reflected in markat prices.

Table 5.—=Decreases From Postwar Poaky to September 1962, 147 Moofood Trema in ¥he
Cenmamer Price Index . _

Frrmunt disribution
Cannao-dEE o
gh&:ﬂd Berrioey [ Total Commodiths
: Bervices | Tkl
IHﬂldumb]J Punkhka Mowdurakls| Durahis -
T L] ] % L] o k] il ]
e B3 % & B3 % %
ther —I08 ... LI it 1n i ] 1] H & 18
B B ) i 47 153 K4 1 1
Eource: T E. T ol Offky of B haned i d: ) of Tabor
ros Commutae, usfures Toinimbs, upém Drypariment r



The Balanee of Payments

Some Tuprevement bat Another Targe Delit n 1962 -~ -

MUDER&TE Euing were registered
in the balance on internationnl tans-
actions of the United States in 1962,
with favorable changes in capital trans-
actions and investment ineomes omg-
weighing the reduction in cur mer-
chandise trade s=urplus since mid-1961.
The adverse balance in our inber-
pationnl interchange was less than in
1981, but resulted in & decline in U.S.
net monetary reserves of about $2
billicn. This was reflected in n decline
In the pold stock of $0.9 billior, and an
increase in foreign holdings of liguid
doliar agsets emounting to $1.1 billion,
with oply 4 small ¢hange in holdings of
foraign eonvertible currencies by mene-
tory il.u‘bhﬂl‘ltl%

Progress in reducing dafieit

- Reviewing the course of the balance
of paymenta in the past few years
considerable progress is evident, with
the overall deficit brought dewn from
s peok of $3.9 billion in 1960 and o
total of $2% billion in 1961,  Programs
to promote exports have been intensi-
fied. Measwes have been taken fo
diminish the doillor outlays connectad
with U5, Goverrment nid prograine
and defense expenditurcs abroad, for-
gign povernments hava increased their
current and auticipated military pur-
chases in the United States and have
made lorge advance repayments oo
yostwar lonns, and intenations] mons-
try mansgament hns besn furthar
coordinated. :

These mensures, u:-.gather with grow-
ing international ocooperation, have
helped to restrain speculative eapital
flows and probahiy prevented fursher
accumulations of gold or liquid dellors
assets by some countries, Coopera-
ton of leading couniries js capecially

LI 1 L T —

necesiary when differences in cyelical
conditions in the economies of ihe
various economically ndvaneed coun-
triess, pnd inedswres by the various
governments to steer their economies
towerd o satislactory rate of operation,
may put pressures on trode balances as
wall as international capital move-
ments,

The gradusl devalyation of the Capa-
dian dollar during the early part of
laet year, the establishment of a new
cxchonoge rate at the begmoing of Moy,
and subsequoni speculabive operations
azrninet the Canndian doller which were

foally stopped. by la.rge-&calﬁ mt-e.ru_
nationul assistence. toward the end. of
June, set in motion capital flows.and.
changed ths timing of trade and other.
iramsections in such a way as to add
about $800-700 millien to our overall
kalance in the first half of the year,
and subtract o shmilar or lavger amount
iz the second half. These adjustnents
bave not been munde m the last line of
the tobie; if thess &e?clupmant.s vy
taken mt-o acoount, together with other
spacinl fransactions, the oversll balanee
would be abous thﬁ snme l:lm'mg.tha
two halvea of the year,

T

Trade and Serviee Accomnts

RECENT trends m ow maerchondize
trade hava been examined 1in detall m
the Svavey or Cunnext Brarness for
August and Decamber 1962, and only
the highhights are sumimarized herve.
Diata for the year ara not yei complaba,

Impurts into the United States re-
gpond primarily to changes in domestie
industiial production, therefore weo had
& shatp increase in iinports batwesn the
first ond secomd halves of 1961, An
mitial strovg uptuen in imports of
indusirial eupplies and moterials (which
comprise ahout half of all 118, imports)
early in 1961—as the U.5. economy
enterad an expansionmry phase-—wras
followed by ricing imports of othes
items, especially consumer goods.  Dur-
Ing 1962, importe of indunstaial supplies
angd 1naterinls veached n peak in the
first quiwber and then declined skightly,
tut the overall total of imports was
cucried upwmd by the stendy growth
of impozts of other items.

Port of the shift in the values of
major conuncdity groups in our imports
ie the result of o decline in prices of
foodstufia and industrial mataerials whila
prices of finished manufactures held
atendy. This also sontributed to the
velabively small share of only about
one-fifth of the 196162 U5 import
expansion accounted for by less dewel-
opad countries. '

Falling wrade surplus

¥hile 17,8, merchandize imports roze
by about $1.7 biliton betwaen 1961 and
12882, 1.5, axports ndvaneed by approxi-
mately % billion (assuming no sharp
change at the yearend). If allowonce
is made for increased financing out of
1.5, Government grants ond eradits
the rise would ba somewhat smaller.
The gain in exports was accomplished
in tha first haif of the year, with nwost
of the incererse in non-aid-finnuced sales
going to Continental Western FEarope,
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Canadn, and Australis. After the fiyst
half of the year exporis declined,
particularly after deducting those which
were financed by U.S. Government
geanta and eapital, -especially to Indin
and Paldstan. :

Much of the ra in our exports since
195259 hag been aspociated with tha
vigorotie growth of industrial activity .
in Western Europs and Japan, both
becavee of the demands pgenerated
direstly in those countries and their
indirect inflzerce om oiher major mar-
kets for U.B. goads., For Western
Eump-u, however, the derelopment of
more adéquate domestic supplies for
many products by 1962 muy wall hava
weakened this relationship, and a slower

rate of expansion is slso likely to affect

Ruropean demand for our capital goods.
On the other bh2nd, resumption of »
more rapid upward movemenéd of indus-
trinl activity in Europe, coupled with
rising costs in those countries, would
pmmle opportunities for an upward
tern in our axpoits.

In the first balf of 1962, when Europe
sxperienced continued though soImA-
what dampenad geowth, a large pari of
our expori gaine to that area was in
commodides not related o industrial
production-military iterns, and egricul-
teral products being purshased in
snticipation of raized import Ieviea.
Except for a spurt in Sepiember asso-
cinted with the lnpending maritima
strike, axports to Eurnpe dipped after
midyesr, with seonomic activity -in
somne countries becoming less evpangive.

Europe ceounts for about one-thind
of 8l 178, exports, and abwout one-haif
of sl cogh seriewltural exports, and iz
also the prineipal supplier of our fastest
growing import category-finished manu-
facturez., Therefore, perbaps the most
significant developiments in our balance
of payments in 1962 and for she future
revolve aboat oar trading and financial
relationships with that area.

Exportzs to Canadn in the first half
of 1962 wera relatively strong, in line
with gains in economic activity, and
were exceptionally bigh in the second
quarter when a decline in the value of
the Canadian dollar or import restric-
tions were anticipnted. After midyear
it became evident that the previously
eatoblished new prr value would be
defended but new sarcharges were im-
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posed on imperts into Caneda. - The
reduced exchange rate and . the - suz-
charges, coupled - with 2 aomewhat
slowed-down gm'wth rate, impeded. fur-
ther inereases in U.8. exports. Latin
- Ameriean countries- aa & group have
been importing less from the Uhited
States us their export eatpings have
lagged. and eapital inflows have di-
minished.

Our trade swrplus with Japan was
about $0.7 bilion in 1841, but was
reduced to a negligible amount in the

firgt 10 months of 1852 an exporis

dropped whils imports continued up-
ward. Japan appesred {0 be allowing
imports to expand somewhat toward
the end of 1062 B

Aa a reanlt of divergent movements
of exports and imports, preliminary

U5 BALANCE OF PAYMENTS IM 1962
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indications - sxe that the U.5. trade
balance was cut from. 35.4 billion in
1961 to about $4.2 bilkion in 1962, with
the surplus nammng in the seeond
kall of the year.

-

Increased recaipis from services and

investment income

A susenble annual increment in our
receipts from abroad i3 yielded by in-
vestment income and retuwrns of cop-
tractors fees, royalties, and other sery-
ice charges. . Incoine Treceipta from.
private foreign iovestments were up
about 50.3 billion in 1962, sbout 9
percent. The gein in incomes from
direct invesiments wes probably under
§0.2 billion, » lesser incresse than was
registered 1o 1961, Recaipte from
these investnents in Kurope showed
Little or oo inerease over 1961, supgeat-
ing thab esrnings may have heen sub-
jected to a sgueeze betwesn rising cosls
and incrensed competition and also
that a higher proportion of sarnings
may have been retoinad abroed. Small
increases in ineome wata registered for
Cannda and Latin Armeriea, but the
largest gaina were from Asis.

The mounting volume of “short-
term’’ capital cutstanding a5 well as
increased holdings of foreign bonds
resulted in sizeable additions to incomes
receipte.  TLE. Government intorest ra-
ceipts on outstanding cradits rosa by
about #0.1 hillion, though a subataptial
portion of this was in foreign currencies.

Receipts from other sarvicss ineraased
by obout %0.2 billion, mainly from
rising managermnent feez and royaliics.

Payments to foreigners for services
and on income accounts in 1962 in-
crensed rore sharply than has been the
axperience in recent yoars. Travel
expenditures in Cansds and Waatern
Evrops resched record amounts in the
summear months, In sddition, income
poymentz on forsipn private invest-
ments here and on foreign holdings of
U.8. Government obligations rosa by
abont $0.3 billion.

Private capital oulflowra diminish

Much of the year-to-year reduction
in the size of the adverse balanes is
otiributable to a drop of more than
%1 billion in the net owtflew of U8
private ¢apital, although 3t should be
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etaphasized that data for capital flows
are especially varieble n the closing
months of the year, for which only very
ineomplete dats are available. Long-
term flows appear to have changed only
modarately, with lower diresi-invest-
meont flows offset by rising purcheses of
foreign sesurities, but short-term flows
fell by perhaps $1 billion.

The drop in cutflowa of U.3. enpital
in 1962, waa partly offset by lower
receipts from the Jessened flow of foreign
capital inte 11.S. corporate securities.

Net capital outfowz by US. com-
panies for direct investmente abroad
appesr {¢ have fallen by 10-20 percent
in 1962 from the relatively high $1¥
hillion of 1961, Europe recaived about
half of the 1962 fow, up slightly from
1961, but the abscluie amount iz oot
likely to have changed significontly and
thers were some signs of a dewniurn
after midvear. The flow to Canada was
subetoniie]l and prospects for an in-
creased rate of investment improved
after midyear, though the flow would
atill be considerably under the amounts
experienced in earlier periods when
major resource devalopments were
undertaken.

For Latin America the ¢verall flow
of capital from T.8. compnnies had
contracted cherply by mid-1861, and
was 0ot resumed in 1962, although ¢ha
lust quarter shonld reflect some seasonsal
rize. Within thiz owverall experience,
howaver, it appears that flows for manu-
facturing to countries other than Brazil
hoave been well maintained. Sizahle
flows are continuing to oOther aTeas,
mainly for resource developrasnt in Joss-
developed aress, and wlse to Australia
and Japan.

Purchases of new {ovaipn bonds and
stocke offered in the Tnited States
apurted sharply in 1962, with the year's
total perhaps double the $0.§ billion of
1961. The outfow was espacinlly large
in the fourth quarter, when Canadisn
borrowers were prompted to come into
thia market by the continued lower
bomowing costs here, the changed ptbi-
tude of the Crpadian Government
toward such financing, aad the advan-
tage of a reduced and stabilized walue
of the Canndinn dollm-.  The Casndion
Government itsell wos o major borrower
m that period.  For the year as o whole,
Conadiax issues accounted for about 40
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peroent of the total, international in-
stitutions for about $150 million, and
Japan for nesrly $100 million. U.5.
purchases of new European stocks and
bonds approached $200 million, much
mure than in other recent years, but the
flow wns small in the list balf of the
FOBT.

The figures given here for new issues
in¢glude only purchases by T.8. resi-
dents—there nre also substantial pur-
cheses by foreign investors which hive
no-effect on our belence of peyments.
Moreover, some of the 1362 issues wers
t0 finsnce repayments of T1.8. bank
loans or other financing, The large
and relatively low cost TIS. capital
market continuss to be a major souras
of lopg-term financing, while othar
gapital markete are not yet sufficiently
developed to sarve as adequate alterna-
tire spurces of funds.

Although U.8. investors were willing
purchesers of new foreign issues, they
sharply reduced their purchuses of
foreign equity securttics aiter the world-
wide decline in aquity seeurity markets
eatly in the yenr. However, the redue-
tion in cutflows of this type hjr roughly
$0.2 billion was matched by the drop in

19

fareign purchases of 1.5, equity zecuri-
tiem, with 2 sizeble »pet lignidation
teking place after May bui perhaps
being reversed ot the yasrend.

The recorded net outflow of private
shori-term capital wes probably under
$0.5 billion in 1962, since there has
been no indication of extraordinary
yearend flows such as occurred in 1961.
Cutflowe of some =ize in the early port
of 1982 comsizted mainly of the #inal
dramings on credits to Japan, and some
Yquidation of these cxedits, which made
up o substantial pavt of the very largs
outflows o 1960 and 1961, begar in
September.

Short-tert bank eredits outstanding
were radused on balance after March;
tamporary capital flowe for “window-
dressing” went to Cenada in October,
but were quickly reversad in November.
Other short-term sapital of honfinaneial
concern also appems to have been ai-
traciad by the higher Cenadien interest
rates on relatively liquid assets,

Outflows of short-term eapital wera
limited during the year by the efforte of
monetary authoritiee to influence the
interess rata differentials on comparabla
liguid assets, and dlso to faks appro-
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priate action to prevent the pettern of
apot and forward exchange rates from
aseemtuating such differentisls. Resip-
rocal oradit faciliies entered inte by

the Federal Resarve, and continued:

Treasury exchange operations, in ro-
operation with foreign monetsry ou-
thorities, have alao alleviated temporoary
pressures in the exchonge markets.

The. errors gnd omissions ibem ex-
panded suddenly to a net debit of
ovar §0.4 billion in the third quarter,
and apparsntly comtinued negative in
the fourth guarter. In the third
gquarter this may well have reflected a
‘roturn fow of capital to Cannde after
confidence in the Canadian dollar was
restored snd Canadian interest rates
wera sharply raised.  These fows
probably continued on & reduced senls
mto the fourth quarter, though Cann-
dian anthorities qmclly pushed down
phort-terty intersst rates.

T8, Covernment international
operations

A major share in the improvement of
the balaace of paymenta in 1962 was
accounted Jor by higher raceipts by the
U.5. Govarnment, while expenditures
abroad were held steady, Delanse
expenditurée abroad did not vary
sigmficantly from the $2.9 bilbon of
1961. Teotal travsfers umder grant and
capitol assistance programs rose moder-
ately, but outlays resulting in eash
disbursements to foreign countries were
probahly less than in the previous year.

Net outlays connestad with military
operations wers reduced by roughiy
%06 billion, mainly representing an
scceleration of deliveriea of military
items purchased by European countries
and payments fqr future deliveries.

In line with the increased coopera-
tion of monetary authorities noted
above, the 17.8. Government also bene-
fitted fram some $250 million received
from the sale of I5-month bonds de-
pominated in Italian lire ood Swiss
francs in the closing monoths of 1962,
In addition, subscripticns to the Inter-
pational Development Assgeiation and
the Inter-American Development Bank
were invested i non-markeinble U.S.
Government oblipations during the
year. Under these various arronge-
ments, there was aa incrense of over
$% billion in foreign Loldings of non-
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Lguid U.8. Goveroment obligations
during 1982, .

Also of considerable benefit in 1962,
as in 1981, wera advance repaymants of
postwar credits smounting to some
§665 million. France repaid $470 mil-
lion, Itsdy 5179 million, and Sweden
$16 million. Regularly scheduled re-
payments on loans were alzo higher in
1962, These large lump sum repay-
menta by countriss currently accumu-
lating dollars are well timed to smooth
vut changes in internsiional reserve

INDUSTRIALE PRODULCTION EMBEXES
FOR MAJOR CCHINTRIES, 1955-5%
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positions. By the end of 1962, how-
aver, moss countries experiencing reserve
.gains had repeid &l or & substantial part
of their 1946-40 barTowing ~in the
United States.

Changes in foreign reserves

The decline in the gold stock of the
United States was about $0.2 billion in
1962, slightly more than in 1061. Sales
to foreigners were heaviest early in
the yesr nod in July. The US. gold
stock is also reduced by the sonbinuous
growth in domestic demand for gold
to be uzed in industry.

.and . sizable sales by Russia.
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Official gold resesves of foreign ¢oun-
tries outside the Soviat bloe probably
increased by less than $1.5 billion,
although the supply of gold . inclnded
not only the T1.5. sales tut aleo new
production on the order of $1% billion
This
indicates that over §% billion of gold
was purchased by private foreign hold-
ers, Despite this unusually large de-
mand, the price of gold was held quite
stoble during the year. Comparstively
litile speculative pressure was evident
in the exchange markets sven at the
time of the Cluba cvims, and ss the
yeor ended the relatively low price
imnficated a considerabls redyection in
the noomenetery demand for gold.

Inereszes in gold holdings were reg-
istered primarily by Franes, the United-
Eingdom, South Africa, Spain, Aunstria,
and Belginm. Canada ezpefienced
large lossea prior to the middle of the
year and Arpentine holdings wera also
redused considerably.

Ralatively fow sountries sdded sub-
atantially to their liquid dollar holdings
in 1962. Capadian holdings were bol-
sterad by 5650 million of special
ngzistance provided in June, and by tha
subserquent return of short-term funds
and long-term borrowing abroad. Re-
payments on the special asmietanca were
made late ip the year. Frence was the
principal Evropean gainer of dollar
assets In the year, despite the large
repayments {0 the United States and
Canada on postwar loans. British
dollar holdings were substentially re-
dueed, but thiz reflected the liguidation
of drawings on the IMF in 1061 by the
Tnited Kingdom and Amnatralia, as well
as some rebuilding of gold stocles.

Gerroaoy ond [taly bad onty minor
changes in doller holdings in 1962;
(Germany accelerated dollar payments
for military purchaeea here and Tinly
repgid loans. Several other Europesn
eountiries ndded moderate amounts to
dollar holdings, and Japen’s austernity
program  Fielded some dollar gaios.
Dollar holdings of the IMF and other
international institutions rose by over
$1 billion in 1962, as large repayments of
esrlier drawings were received, as well
as new eapital funds and net income
From operations.



